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INDEPENDENT AUDITOR'S REPORT

Board of Education
North Adams-Jerome Public Schools
North Adams, Michigan

We have audited the accompanying financia statements of the governmental activities, each major
fund, and the aggregate remaining fund information of North Adams-Jerome Public Schools, North
Adams, Michigan, as of and for the year ended June 30, 2006, which collectively comprise the
School Didtrict ’s basic financial statements as listed in the table of contents.  These financid
statements are the responsibility of the School District’s management.  Our responsibility is to
express an opinion on these financid statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government

Auditing Sandards , issued by the Comptroller General of the United States.  Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement.  An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also
includes assessing the accounting principles used and significant estimates made by management,

as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the financia statements referre d to above present fairly, in al materiad respects, the
respective financia position of the governmental activities, each major fund, and the aggregate
remaining fund information of North Adams-Jerome Public Schools as of June 30, 2006, and the
respectiv e changes in financia position for the year then ended in conformity with accounting
principles generdly accepted in the United States of America



In accordance with Government Auditing Standards , we have also issued our report dated August
18, 2006, on our consideration of the School District’s internal control over financia reporting and
our tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements and other matters.  The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal control over financia reporting or on compliance.  That report
is an integral part of an audit performed in accordance with Government Auditing Sandards and
should be considered in assessing the results of our audit.

The management’s discussion and analysis and budgetary comparison information on pages iii
through viii and page 18 are not a required part of the basic financial statements but are
supplementary information required by accounting principles generally accepted in the United
States of America  We have applied certain limited procedures, which consisted principaly of
inquiries of management regarding the method of measurement and presentation of the
supplementary information. However, we did not audit the information and express no opinion on
it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the North Adams-Jerome Public Schools' basic financial statements. The
additional information on pages 19 - 20 is presented for purposes of additional analysis and is not a
required part of the basic financial statements. This additiona information has been subjected to
the auditing procedures applied in the audit of the basic financial statements, and in our opinion, is
fairly stated in @l material respects in relation to the basic financid statements taken asawhole.

Caertified Public Accountants

Hillsdale, Michigan
August 18, 2006
-1ii -



North Adams-Jerome Public Schools

Management’s Discussion and Analysis
Year Ended June 30, 2006

Our discussion and anadysis of North Adams-Jerome Public Schools' financia performance provides an overview of
the School District’s financia activities for the fisca year ended June 30, 2006.

The management’s discussion and analysis is provided at the beginning of the audit to provide, in layman’s terms,
the current position of the School District’s financia statements and other supplemental information that presents all
the School District’s revenues and expenditures by program for the General Fund, Food Service Fund, Athletics
Fund, Capital Projects Funds, and Debt Retirement Funds.

FINANCIAL HIGHLIGHTS

The overal condition of all funds and instructional activities remains sound for the School District.  All goals related
to the financial activities have been met, and if revenue and expenditure patterns can be maintained, sufficient
resources for next year will be available.

Total spending for all of our programs was $4,589,635 for the year. Program revenues (charges for services,
operating grants and contributions) totaled $518,369, leaving a net unfunded cost for the year of $4,071,266 . The
School District’s property taxes, state aid, grants and contributions and other revenue sources were not sufficient to
cover this total unfunded cost.

USING THIS ANNUAL REPORT

The School District’s annual report consists of a series of financial statements that show information for the School

District as a whole, its funds, and its fiduciary responsibilities.  The Statement of Net Assets and the Stat ement of
Activities (pages 1 - 2), provide information about the activities of the School District as a whole and present a
longer -term view of the School District’s finances.  Our fund financial statements start on page 3. Our
governmentd activities statements tell how we financed our services in the short -term, as well as what remains for
future spending.  Fund financia statements report the School District’s operations in more detail than governmenta -
wide financial statements by providing information about the School District’s most significant funds. The
remaining statement provides information about activities for which the School District acts solely as an agent for
the benefit of student groups.



North Adams-Jerome Public Schools

Management’s Discussion and Analysis
Year Ended June 30, 2006

Reporting the Schoal District as a Whale

One of the most important questions asked about the School District is, “Is the School District as a whole better off
or worse off financialy as a result of the year's activities?” The Statement of Net Assets and the Statement of
Activities, which appear first in the School Didtrict’s financia statements, report information on the School District
as awhole and its activities in a way that helps answer this question. We prepared these statements to include all
assets and liabilities, using the accrual basis of accounting, which is similar to the accounting used by most private -
sector companies.  This basis of accounting takes into account all of the current year’s revenue and expenses,
regardless of when cash is received or paid.

These two statements report the School District’s net assets — the difference between assets and liabilities, as
reported in the statement of Net Assets — as one way to measure the School District’s financial health or financial

postion.  Over time, increases or decreases in the School District’s net assets — as reported in the Statement of
Activities — are one indicator of whether its financial health isimproving or deteriorating. The relationship between
revenues and expenses indicates the School District’'s operatin g results. However, the School District’s goal is to
provide services to our students, not to generate profits as commercia entities do. One must consider many other
non-financia factors, such as the quality of the education provided and the safety of the school to assess the overall

health of the School District.

Reporting the School Didtrict’'s Most Significant Funds

The School District’'s Fund Financial Statements, which begin on page 3, provide detailed information about the
School District’s most significant funds — not the School District as a whole.  Some funds are required to be
established by State law and by bond covenants. However, the School District establishes other funds to help it
control and manage money for particular purposes (like the Food Service Fund) or to show that it is meeting legal
responsibilities for using certain taxes, grants, and other money (like the Capital Projects Fund).

Governmenta fund reporting focuses on showing how money flows into and out of the funds and the balances Ieft at
year -end that are available for spending in future periods. They are reported using the accounting method called
modified accrual accounting, which measures cash and all other financial assets that can readily be converted to
cash. The governmental fund statements provide a detailed short-term view of the School District’s operations and
the services it provides. Governmental fund information helps determine whether there are more or fewer financial

resources that can be spent in the near future to finance the School District’s programs.  We describe the relationship

(or differences) between governmental activities (reported in the Statement of Net Assets and the Statement of
Activities) and governmental funds in reconciliations on pages 4 and 6.

The Schoal Digtrict as Trustee

The School District is the trustee, or agent, for its student activity funds. All of the School District’s agent activities
are reported in the “Statement of Fiduciary Net Assets’ on page 7. We exclude these activities from the School
District’s other financial statements because the School District cannot use these assets to finance its operations.
The School District is responsible for ensuring that the assets reported in these funds are used for their intended

JUrposes.



North Adams-Jerome Public Schools

Management’s Discussion and Analysis
Year Ended June 30, 2006

The School District as a Whole

The School District’s net assets were $1,088,966 at June 30, 2006. Of this amount, $135,264 was unrestricted.
Restricted net assets are reported separately to show legal constraints that limit the School District’s ability to use
those assets for day-to-day operations. Below we focus our attention on the net assets (TABLE 1) and change in net
assats (TABLE 2) of the School Didtrict’s governmental activities.

TABLE 1 -Net Assts

June 30, 2006 and 2005

2006 2005
Assts
Current Assets $ 994,680 $1,047,698
Noncurrent Assets 2,609,204 2,654,998
Total Assets $3603834 $370269%
Liabilities
Current Lidbilities $ 752681 $ 676,109
Noncurrent Liabilities 17622 37 1915166
Totd Lidbilities $2514918 $2591.275
Net Assets
Invested in Capita Assets-Net of related debt $ 703307 $ 568367
Redtricted 250,395 235,056
Unredtricted 135264 307.998
Total Net Assets 1.088.966 $1111421
Total Liabilities and Net Assets $3603884 $370269%6

The $135,264 in unrestricted net assets of governmental activities represents the accumulated results of all past
years operdions. It means that if we had to pay off all our bills today, including all of our non-capita ligbilities
(compensate d absences and long-term debt), we would have $135,264 |&ft.



North Adams-Jerome Public Schools

Management’s Discussion and Analysis
Year Ended June 30, 2006

The School Didtrict as a Whole (condud ed)

TABLE 2 - Changes in Net Assets

Y ear ended June 30, 2006 and 2005

2006 2005
Program Revenue
Charges for Services $ 129343 $ 142551
Operating Grants and Contributions 389,026 327,9%
Generd Revenue
Property Taxes-generd purposes 329,14 270,379
Property Taxes-debt service 278,703 299,489
State School Aid 3,418,210 3,438,679
Grants and contributions 11,334 26,477
Unrestricted Investment Earnings 11,370 5,989
Miscellaneous 7.691
Totad Revenue $4567.180 $4,519.249
Expens=s
Indruction $ 2,745,255 $2,497,608
Support Services 1,279,906 1,272,978
Food Service 197,348 203,403
Athletics 179,215 184,606
Depreciation — Undllocated 97,857 104,685
Interest on Long-Term Debt 90.04 96,579
Total Expenses 4,589,635 $4,359,859
INCREASE (DECREASE) IN NET ASSETS $ (22455) $ 159390

As reported in the Statement of Activities on page 2, the cost of al of our governmental activities this year was
$4,589,635. However, the amount that our taxpayers ultimately financed for these activities through School
property taxes was only $607,897 , because the remainder of the cost was paid by grants and state aid revenue.

-V -



North Adams-Jerome Public Schools

Management’s Discussion and Analysis
Year Ended June 30, 2006

MAJOR GOVERNMENTAL FUNDS BUDGETING AND OPERATING HIGHLIGHTS

The School District’s budgets are prepared to Michigan law. The most significant budgeted fund is the Generad
Fund. During the fiscal year ended June 30, 2006, the School District amended the Generd Fund Budget once; this
was not a significant change.

Generd Fund

Actual revenue of the General Fund was $4,090,724 , above the original budget estimates of $4,044,820, and the
fina amended budget of $4,067,099 . The differences between the actud revenues and the original and final budget
were due to budgeted State Aid payments of $6,650 to the actual of $6,700 per student. The reason for this
difference is that for the past two fiscal years the State of Michigan has made reductions to the per student allocation
payments.  The difference was also attributed to a small increase in the overal student population.

The actual expenditures of the General Fund were $4,184,023 , above origina budget estimates of $4,035471 , and
the final amended budget of $4,130,156 . The differences between the actua expenditures and the origina and final
budgets were due to the transfer to the Food Service fund was higher than expected, and accounting for lease of new
computers.

CAPITAL ASSET AND DEBT ADMINISTATION

At the end of fiscal year 2006, the School District had $5,056,420 invested in land and buildings, furniture and
equipment, vehicles, buses, and construction in progress. We have estimated that these assets have depreciated by
$2,447,216 through June 30, 2006; therefore, we currently have net book value of $2,609,204. Total additions for
the year were $52,063, the majority of which were for the replacement of two boilers in the elementary . Capitd
assets at year -end were as follows:

Land $ 12,000
Equipment & Vehicles 814,505
Buildings 4,229,915
Less: Accumulated Depreciation (2447.216 )
Tota Capital Assets, net depreci ation $2600204

- Vii -



North Adams-Jerome Public Schools

Management’s Discussion and Analysis
Year Ended June 30, 2006

CAPITAL ASSET AND DEBT ADMINISTATION (CONCLUD ED)

At June 30, 2006, the School District had the following in bonds and notes outstanding:

General Obligation Bonds

1998 Refunding Bonds $ 1,750, 000
2006 Building and Site Bonds 150,000
Capital Lease Agreement
Computer lease 32171
Installment Purchase Agreement
Tractor Installment Loan 5897
Tota Long-Term Debt $1.938.068

FACTORS BEARING ON THE DISTRICT'S FUTURE

The following factors were considered in preparing the School District’s budget for the 2006-2005 fisca year:

Enrollment for the 2005-2006 school year was 543 gsudents.  This was another decrease in students as
compared to the 2004-2005 school year. Enrollment for the 2004-2005 school year was 554 students.
Future enrollment will continue to be affected by Schools of Choice, the local economy, and other factors.

Contracts for the teachers and support staff unions will have to be negotiated. Both contracts expired on
June 30, 2006. The support staff contract has been settled in July while the teachers contract was settled in

September .
State aid payments for the 2005-2006 school year saw the first increase in two years. The state aid

payment was set a $6,875 while we budgeted for $6,825. The near future is uncertain as well, for the State
of Michigan has yet to settle the per pupil State Aid dlotments for the 2006-2007 school yesr.

CONTACTING THE SCHOOL DISTRICT FINANCIAL MANAGEMENT

This report is designed to give an overview of the financia conditions of the North Adams-Jerome Public Schools.
If you have any questions about this report or need further information, please contact the Central Office at:
4555 Knowles Road; North Adams, M1 49262; Telephone (517) 287-4263.

- viii -



NORTH ADAMS-JEROME PUBLIC SCHOOLS

STATEMENT OF NET ASSETS

JUNE 30, 2006
TOTAL
GOVERNMENTAL
FUNDS
ASSETS
Current Assts
Cash and deposits $ 330,609
Due from agency account 8431
Due from other governmenta units 653,872
Inventory 1,768
Total Current Assts $ 994,680
Noncurrent Assets
Capita assts $ 5,056,420
Less: accumulated depreciation 2447216
Total Noncurrent Assets $ 2,609,204
TOTAL ASSETS $ 3,603,834
LIABILITIES AND NET ASSETS
Current Liabilities
Accrued interest $ 14,000
Deferred revenue 9,900
Long-term debt, current portion 188,305
Accrued salaries and payroll taxes 477,149
Short term notes 63,327
Tota Current Liabilities $ 752,681
Noncurrent Liabilities
Bonds and installment purchases $ 1,749,763
Compensated absences 12474
Tota Noncurrent Liabilities $ 1,762,237
Totd Liabilities $ 2514918
Net Assats
Invested in capital assets, net of related debt $ 703,307
Restricted for debt service 250,395
Unrestricted 135,264
Tota Net Assats $ 1,088,966
TOTAL LIABILITIES AND NET ASSETS $ 3,603,834

The accompanying notes are an integral part of these financid statements.

-1-



NORTH ADAMS-JEROME PUBLIC SCHOOLS

GOVERNMENTAL ACTIVITIES
Ingruction
Basic programs
Added needs
Supporting services
Pupil services
Ingtructiond staff
Generd administration
School administration
Business services
Operations and maintenance
Trangportation
Other support services
Food services
Athletics
Interest and other debt expense
Depreciation (unallocated)

TOTAL GOVERNMENTAL ACTIVITIES

STATEMENT OF ACTIVITIES

YEAR ENDED JUNE 30, 2006

GOVERNMENTAL

PROGRAM REVENUES ACTIVITIES

NET (EXPENSE)
REVENUE AND

CHARGES FOR OPERATING CHANGES IN

EXPENSES SERVICES GRANTS NET ASSETS
$ 2,208,277 $ 7,044 $ 69,051 $ (2,132,182
536,978 400 197,363 (339,215)
109,140 (109,140)
106,736 6,710 (100,026)
162,437 (162,437)
299,793 105 (299,688)
50,492 (50,492
315,386 460 (314,926)
235,697 115 4184 (231,398)

225 225
197,348 85,289 102,680 (9,379)
179,215 35,930 8,813 (134,472
90,054 (90,054
97,857 (97,857)
$ 4589635 $ 129,343 $ 389,026 $ (4,071,266)
GENERAL REVENUES

Property taxes, levied for general operations $ 329,14
Property taxes, levied for debt service 278,703
State of Michigan aid, unrestricted 3,418,210
Grants and contributions 11,334
Interest income 11,370
$ 4,048,811
$ (22,455)
NET ASSETS, BEGINNING OF YEAR 1111421
NET ASSETS, END OF YEAR $ 1,088,966

The accompanying notes are an integral part of these financid statements.
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NORTH ADAMS-JEROME PUBLIC SCHOOLS

BALANCE SHEET - GOVERNMENTAL FUNDS

JUNE 30, 2006
OTHER
1998 NON MAJOR TOTAL
DEBT GOVERNMENTAL GOVERNMENTAL
GENERAL SERVICE FUNDS FUNDS
ASSETS
Cash and deposits $ 45465 $ 250,395 $ 34,749 $ 330,609
Due from agency fund 6,500 6,500
Due from other funds 11,507 1,931 13438
Due from other governmenta units 651,584 2,288 653,872
Inventory 1,764 1,764
TOTAL ASSETS $ 715056 $ 250,395 $ 40,732 $ 1,006,183
LIABILITIES AND FUND BALANCES
Lighilities

Accrued sdaries and payroll taxes $ 477,149 $ $ $ 477,149
Deferred revenue 9,900 9,900
Due to other funds 11,507 11,507
Short term notes 63,323 63,323
Totd Liabilities $ 550,372 $ $ 11,507 $ 561,879

Fund Bdances
Reserved for debt service $ $ 250,395 $ $ 250,395
Reserved for inventory 1,766 1,766
Unreserved, undesignated 164,684 27,459 192,143
Tota Fund Baances $ 164684 $ 250,395 $ 29,225 $ 444,304

TOTAL LIABILITIES AND

FUND BALANCES $ 715056 $ 250,395 $ 40,732 $ 1,006,183

The accompanying notes are an integral part of these financid statements.
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NORTH ADAMS-JEROME PUBLIC SCHOOLS

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
WITH THE STATEMENT OF NET ASSETS

YEAR ENDED JUNE 30, 2006

TOTAL GOVERNMENTAL FUND BALANCES

$ 444,304
Amounts reported for governmental activities in the statement of net assets are different
because:
Capital assets used in governmental activities are not financia resources,
and are not reported in the funds.
The cost of the capital assatsis $ 5,056,420
Accumulated depreciation is (2447,216)
2,609,204
Certain liabilities are not due and payable in the current period and
are not reported in the funds.
Bonds payable (1,900,000)
Installment purchases (38,068)
Accrued interest (14,000
Compensated absences (12474
NET ASSETS OF GOVERNMENTAL ACTIVITIES $ 1,088966

The accompanying notes are an integral part of these financid statements.
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NORTH ADAMS-JEROME PUBLIC SCHOOLS

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -

REVENUES
Locd sources
State sources
Federd sources

TOTAL REVENUES

EXPENDITURES
Ingruction
Basic programs
Added needs
Supporting services
Pupil services
Ingtructional  staff
Generd adminigtration
School administration
Business services
Operations and maintenance
Trangportation
Capital outlay
Other support services
Food service
Athletics
Debt services
Principa
Interest
TOTAL EXPENDITURES
REVENUES OVER (UNDER) EXPENDITURES
OTHER FINANCING SOURCES (USES)
Operating transfers in
Operating transfers out
Capitd lease payments
Capitd |ease proceeds

TOTAL OTHER FINANCING
SOURCES (USES)

NET CHANGE IN FUND BALANCES
FUND BALANCES - BEGINNING

FUND BALANCES - ENDING

GOVERNMENTAL FUNDS

YEAR ENDED JUNE 30, 2006

OTHER

1998 NON MAJOR TOTAL
DEBT GOVERNMENTAL GOVERNMENTAL

GENERAL SERVICE FUNDS FUNDS
$ 373518 $ 227243 $ 187,882 $ 788,643
3573,706 16,029 3,589,735
102,150 86,651 183,801
$ 4049374 $ 207243 $ 290,562 $ 4567179
$ 2205068 $ $ $ 2205068
536,978 536,978
109,140 109,140
106,736 106,736
162,437 162,437
299,793 299,793
50,492 50,492
321,120 321,120
235,697 235,697
52,063 52,063
225 225
197,348 197,348
179215 179,215
125,000 50,000 175,000
86,004 4450 91,354
$ 4,027,686 $ 211904 $ 483076 $ 4722666
$ 21688 $ 15339 $ (192,514) $ (155487
$ $ $ 152,375 $ 152375
(147,157) (5218) (152,375)
(9,180) (9,180)
41,350 41,350
$  (114,987) $ $ 147,157 $ 32,170
$ (93299 $ 15339 $ (45,357) $ (123,317)
257,983 235,056 74,582 567,621
$ 164684 $ 250395 $ 29,225 $ 444,304

The accompanying notes are an integral part of these financid statements.



NORTH ADAMS-JEROME PUBLIC SCHOOLS

RECONCILIATION OF THE CHANGE IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES

YEAR ENDED JUNE 30, 2006

NET CHANGE IN FUND BALANCES - TOTAL GOVERNMENTAL FUND TYPES $ (123317)

Amounts reported for governmental activities in the statement of activities are different
because:

Capital outlays are reported as expenditures in governmenta funds.
However, in the statement of activities, the cost of capital assets is
alocated over their estimated useful lives as depreciation expense.

In the current period, these amounts are:

Depreciation expense $ (97,857)
Capita outlay 52,063
Excess of depreciation expense over capital outlay (45,799)

Repayment of long-term debt is reported as an expenditure in
governmental funds, but it reduces long-term liabilities in the
statement of net assets and does not affect the statement of activities.
In the current year, these amounts consist of:

Repayment of long-term obligations 189,915

In the governmentd funds, the financing for capital leases is recorded

as revenue, wheress, in the statement of activities , only the lease payments

arerecorded.  Thus, the change in net assets differs from the change in fund

balances by the amount of the capital lease financing. (41,350

Some items reported in the statement of activities do not require the use
of current financia resources and therefore are not reported as expenditures
in governmenta funds. These activities consist of:

Increase in accrued compensated absences $ (3,209
Decrease in accrued interest payable on long-term debt 1,300
1,009
CHANGE IN NET ASSETS OF GOVERNMENTAL ACTIVITIES $ 22,455

The accompanying notes are an integra part of these financia statements.
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ASSETS
Cash and deposits

LIABILITIES
Due to General Fund
Due to Athletic Fund
Due to student groups

NORTH ADAMS-JEROME PUBLIC SCHOOLS
STATEMENT OF FIDUCIARY NET ASSETS

JUNE 30, 2006

The accompanying notes are an integra part of these financia statements.
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NOTE 1:

NORTH ADAMS-JEROME PUBLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

North Adams-Jerome Public School sis aK-12 public school district with an enrollment of approximately 546
dudents  The School District operates under a locally elected seven-member Board of Education , and a
superintendent heads the administrative staff. The School District’s boundaries encompass parts of Hillsdale

County and Jackson County in the State of Michigan.

The accounting policies of North Adams-Jerome Public Schools conform to accounting principles generally
accepted in the United States of America (GAAP) as applicable to governmental units. The Governmental
Accounting Standards Board (GASB) is responsible for establishing GAAP for state and local governments
through its pronouncements (Statements and Interpretations).

The following is a summary of significant accounting policies used by North Adams-Jerome Public Schoal s.

REPORTING ENTITY

A reporting entity is comprised of the primary government, component units, and other organizations that are
included to ensure the financial statements are not mideading. The primary government of the School District
consists of al funds, departments, boards, and agencies that are not legaly separate from the School Didtrict.

Component units are legally separate organizations for which the School District is financialy accountable.

Component units may also include organizations that are fiscally dependent on the School Didtrict in that the
School District approves their budget, the issuance of their debt, or the levying of taxes. The School District
has no component units.

GOVERNMENT -WIDE AND FUND FINANCIAL STATEMENTS
Government -Wide Financia Statements

The statement of net assets and the statement of activities (the government -wide statement s) display
information about the School District as a whole. These statements include the financial activities of the
primary government, except for fiduciary funds. Interfund activity has been eiminated in the preparation
of the government -wide financi a statements.

The government -wide and fiduciary fund financial statements are presented using the economic resources
measurement focus, similar to that used by business enterprises or not-for-profit organizetions . Because
another measurement focus is used in the governmental fund financia statements, reconciliations are
provided that explain the differences in detail.

The statement of activities presents the direct functional expenses of the School Didtrict and the program
revenues that support them. Direct expenses are those that are specifically associated with a service,

program or department and are therefore clearly identifiable to a particular function. Program revenues
include charges paid by the recipient of the goods or services offered by the program and grants and
contributions that are restricted to meeting the operational or capital requirements of a particular program.

Property taxes, State Aid, and other items not properly included among program revenues are reported as
genera revenues. Thisincludes all taxes, interest , and unrestricted State aid payments and shows how
governmental function s are either sdf -financing or supported by the general revenues of the School

Didrict.



NOTE 1.

NORTH ADAMS-JEROME PUBLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2006

SUMMARY OF SIGNIFICIANT ACCOUNTING POLICIES (CONTINUED)

GOVERNMENT -WIDE AND FUND FINANCIAL STATEMENTS (CONCLUDED)

Fund Financia Statements

The School Didtrict uses funds to maintain its financia records during the year. A fund is defined as a
fiscal and accounting entity with a self balancing set of accounts. The School District utilized
governmental and fiduciary funds.

The governmenta fund financial statements present the School District 's individual major funds and
aggregated nonmgjor funds. Separate columns are shown for the major funds on the balance sheet and
statement of revenues, expenditures, and changes in fund balances. Nonmagjor funds are combined and
shown in asingle column. The fiduciary funds are reported by type.

The mgjor funds of the School Didtrict are:

General Fund - The General Fund is used to account for money or other resources provided to
the School District to support the educational programs and general operations of the School
Didtrict .

1998 Debt Service Fund - The 1998 Debt Service Fund is used to account for special
assessments and debt service associated with the 1998 Refunding Bonds.

MEASUREMENT FOCUS AND BASIS OF ACCOUNTING

The government -wide statements are prepared using the economic resources measurement focus and the
accrua basis of accountin g. Revenue is recorded when earned , and expenses are recorded when the ligbility
is incurred, regardless of the timing of the related cash flows. Property taxes are recognized as revenue in the
year for which they are levied. Grants and similar items are recognized as revenue as soon as all dligibility
requirements imposed by the provider have been met. Deferred revenue is recorded when resources are
received by the School District before it has lega claim to them, such as when grant monies are receive d prior
to the incurrence of qualified expenditures. Fiduciary funds also use the accrua basis of accounting.

Governmental fund financial statements are reported using the current financia resources measurement focus
and the modified accrual basis of accounting. Revenue is recognized as soon as it is both measurable and
avalable. Revenue is considered to be available if it is to be collected within the current period or soon
enough thereafter to pay liabilities of the current period. For this purpose, the government considers revenue
to be available if it is collected within sixty days of the end of the current fiscal period. Expenditures
generally are recorded when the liability is incurred, as under accrual accounting. However, debt service
expenditures, expenditures relating to compensated absences, and claims and judgments are recorded only
when payment is due.

Under the modified accrua basis, property taxes, interest, and grants are considered to be both measurable
and available at fiscal year-end. Grants and entitlements received before the eligibility reguirements are met
are recorded as deferred revenue.  The fair value of donated commodities used during the year is reported in
the operating statement as an expense with a like amount repor ted as donated commodities revenue.  Unused
donated commodities are reported as inventory.



NOTE 1.

NORTH ADAMS-JEROME PUBLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2006

SUMMARY OF SIGNIFICIANT ACCOUNTING POLICIES (CONTINUED)

OTHER ACCOUNTING POLICIES

Bank Deposits - Cash and deposits are considered to be cash on hand, demand deposits, and short -term
investments with maturity of three months or less.

Inventories - Food service inventories are stated at cost. Federa government food commodity inventories
are dtated a their assigned U.S.D.A. value. All invent ories are charged to expenditures when consumed.

Capital Assts - General Capital Assets result from expenditures in the governmental funds. These assets
are reported in the governmental activities column of the government -wide statement of net assets but are
not reported in the fund financia statements.

All Capital Assets are capitalized at cost (or estimated historical cost) and updated for additions and
retirements during the year. Donated fixed assets are recorded at their fair market values as of the date
receved. The School District maintains a capitalization threshold of $1,000. The School District does
not possess any infrastructure.  Improvements are capitalized, and the cost of norma maintenance and
repairs that do not add to the value of the asset or materialy extend an asset’s life are not capitaized.

All reported capital assets are depreciated.  Improvements are depreciated over the remaining useful life
of the related assets.  Depreciation is computed using the straight -line method over the following useful
lives

Description Edtimated Life
Buildings & Improvements 20 - 50 years
Equipment & Vehicles 5- 20 years

Restricted Resources — It is the School District’s policy to first apply restricted resources when an
expense isincurred for purposes for which both restricted and unrestricted net assets are available.

Compensated Absences (Personal Leave) - It is the School District’s policy to permit employees to
accumulate earned but unused personal leave benefits. Persona leave is accrued when incurred in the

government -wide financial statements. A liability for these amounts is reported in governmental funds
only if they have matured, for example, as a result of employee resignation, retirement, or deeth.

Long-Term Obligation s - In the government -wide financial statements, all payables, accrued liabilities

and long-term obligations are reported as liabilities in the statement of net assets. Bonds payable are
recorded net of the applicable bond premium or discount. Bond premi ums and discounts, as well as
issuance costs, are deferred and amortized over the term of the related debt. In the fund financia

statements, governmental fund types recognize bond premiums and discounts, as well as issuance costs,
during the current period. The face amount of debt issued is reported as other financing sources.

Premiums received on debt issuances are reported as other financing sources, while discounts are reported
as other financing uses. Issuance costs are reported as debt retirement  expenditures.

Fund Baance - In the fund financia statements, governmental funds report reservations of fund balance
for amounts that are not available for appropriation or are legaly restricted by outside parties for use for a
specific purpose. Designations of fund balance represent tentative management plans that are subject to

change.
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NOTE 1.

NOTE 2:

NORTH ADAMS-JEROME PUBLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2006

SUMMARY OF SIGNIFICI ANT ACCOUNTING POLICIES (CONCLUD ED)

Interfund Activity — Flows of cash or goods from one fund to another without a requirement for
repayment are reported as interfund transfers.  Interfund transfers are reported as other financing
sources/uses in governmental funds.  Interfund receivables, payables, and operating transfers of
governmental funds have been eliminated in the governmen t-wide financia statement presentation.

Edimaes - The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the amounts reported in
thefinancial statements and accompanying notes. Actual results may differ from those estimates.

STEWARDSHIP, COMPLIANCE, AND ACCOUTABILITY

Budgetary Information — The budgetary process is prescribed by provisions of the State of Michigan Uniform
Budgeting Act and entails the preparation of budgetary documents within an established timetable. The level
of budgetary control has been established by the Board of Education at the function level. Any budgetary
modifications may only be made by resolution of the Board of Education. All annua appropriations lapse at
fiscal year end.

The School District follows these procedures in establishing the budgets for the individual funds as reflected
in the financia Statements:

1

2)

3

4)

5)

6)

Prior to June 30, the Superintendent submits to the School Board a proposed operating budget for the
fisca year commencing on July 1.

A public hearing is conducted during June to obtain taxpayer comments.

Prior to June 30, the budget is legally enacted through passage of a resolution.

For purposes of meeting emergency needs of the School District, transfer of appropriations may be made
by the authorization of the Superintendent.  Such transfers must be approved by the Board of Education at
its next regularly scheduled mesting.

The School Superintendent is charged with general supervision of the budget and shall hold the
department heads responsible for performance of their responsibilities.

During the year the budget is monitored, and amendments to the budget resolution are made when
deemed necessary.

During the year, the School District was in violation of the Uniform Budgeting Act incurr ing expendi tures in
certain budgeted funds which were in excess of the amounts appropriated as follows:

Fund Description Budget Actud Vaiance
Generd Fund Ingt ruction Basic -Program $2,150,841 $2,205,068 $ 54,227
Genera Fund Support Services:

Instructional  staff 101,615 106,736 5121
Operdtions & maintenance 319,169 321,120 1,951
Other support services 225 225

-11 -



NOTE 3:

NOTE 4:

NORTH ADAMS-JEROME PUBLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2006

CASH AND DEPOSITS

Michigan Compiled Laws, Section 129.91, authorizes the School Digtrict to deposit and invest in the accounts
of Federally insured banks, credit unions, and savings and loan associations; bonds, securities and other direct
obligations of the United States, or any agency or instrumentality of the United States; United States
government or Federal agency obligations; repurchase agreements; bankers' acceptance of United States
banks; commercial paper rated by two standard rating agencies within the two highest classifications, which
mature not more than 270 days after the date of purchase; obligations of the State of Michigan or its political
subdivisions which are rated as investment grade; and mutua funds composed of investment vehicles which
are lega for direct investment by local units of government in Michigan. Financia institutions eligible for
deposit of public funds must maintain an office in Michigan. The School District s deposits and investments
are in accordance with statutory authority.

The Federa Deposit Insurance Corporation (FDIC) provides protection of the School Distri ct's deposits. At
June 30, 2006, the carrying amount of the School District’s deposits was $362,973 and the bank balance was
$471,737 . Of the bank balance, $103,620 was covered by federal depository insurance and $368,117 was
uninsured.  As of June 30, 2006, the School Didtrict ’s cash and deposits were reported in the basic financia
statements in the following categories:

Governmental Fduciary
Adtivities Funds Totd
Cach and deposits $330600 $32.364 $362073

INTERFUND RECEIVABLES AND PAYABLES

The following schedule details interfund receivables and payables related to the School District at
June 30, 2006:

Due to Generd Fund from:

Food Service $ 5,000
2004 Debt Service 4576
Athletics 1931

$11507

Amounts appearing as interfund payables and receivables arise from two types of transactions.  One type of
transaction is where a fund will pay for a good or service that at least a portion of the benefit belongs to
another fund. The second type of transaction is where one fund provides a good or service, or is otherwise
obligated to another fund. Bdances at the end of the year are for transfers that have not cleared as of the
balance sheet date.
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NOTE 5:

NOTE 6:

NOTE 7:

NORTH ADAMS-JEROME PUBLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2006

INTERFUND TRANSFERS

Permanent reallocation of resources between funds of the School Didtrict to use for operating are dassified as
interfund transfers.  For the purpose of the statement of activities, al interfund transfers between individua
governmental funds have been diminated.

Trandfers in Transfers out
Athletics $134472 $
Food Service 12575
2004 Debt Service 110
2005 Capita Projects 5218
2003 Capita Projects 5218
Generd Fund 147157
$152375 $152375

CAPITAL ASSETS

Capitd asset activity for the fiscal year ended June 30, 2006, was as follow s:

Bdance Badance
7/1/05 Additions Deductions 6/30/0 6
Capital assets not being depreciated:
Land $ 12000 $ $ $ 12000
Capital assets being depreciated:
Buildings $ 4,229,915 $ $ $4,229915
Equipment & Vehicles 762,442 52,063 814,505
Subtotal $ 4,992,357 $ 52063 $ $ 5,044,420
Less accumulated depreciation for:
Buildings $ 1,730,880 $ 63095 $ $1,793975
Equipment & Vehicles 618,479 34,762 653,241
Subtotd $ 2,349,359 $ 97857 $ $ 2,447,216
Tota capital assets, net $ 2,654,993 $ (45,794) $ $ 2,609,204

Depreciation expense was not charged to activities as the School District considers its assets to impact

multiple activities and dlocation is not practical.

SHORT -TERM NOTES

In August, 2005, the School Didtrict issued a short -term State School Aid Anticipation Note in the amount of
$475,000 for the purpose of funding operating expenditures until the 2006 State Aid payments resumed. This
short -term note, with an interest rate of 4.09%, has a net outstanding balance of $63,327 at June 30, 2006, and
is reported in the General Fund under the caption short -term notes payable. The outstanding balance is due
July 21, 2006.
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NOTE 8:

NORTH ADAMS-JEROME PUBLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2006

LONG-TERM DEBT

The School District issues bonds to provide for the acquisition and construction of major capital facilities.
General obligation bonds are direct obligations and pledge the full faith and credit of the government.
Contractud agreements and installment purchase agreements are aso genera obligations of the government.

Bonds Payable

In February 1998, the School District issued $2,430,000 in General Obligation Bonds with an average
interest rate of 4.79% to advance refund $2,260,000 of callable 1991 Building and Site Bonds with an
average interest rate of 6.56%. The bonds are dated February 1998 and require annual payments of
principal and semi-annual payments of interest. The interest rates range from 4.15% to 4.875% per
annum. The principal baance at June 30, 2006 was $1,750,000 . These bonds mature May 1, 2020.

In February 2004, the School District issued genera obligation — limited tax bonds for the purpose of
furnishing and equipping an addition to the school facility of new locker and weight rooms. The bonds
are dated June 1, 2004, in the aggregate amount of $250,000 and required annual payments of principal
and semi -annual payments of interest. The interest rate is 2.2% per anum. The principal balance at
June 30, 2006 was $150,000 . These bonds mature May 1, 2009.

Installment |oans

The School District has financed the purchase of a John Deer Tractor through an installment purchase
agreement with a local bank.

The School Didtrict has entered into a five year capital lease of 40 computers through a leasing company.

Bond and contractual obligation activity is summarized as follows:

Bdance Paymentsy Bdance
6/30/05 Increases Reductions 6/30/0 6

General Obligation Bonds
1998 Refunding Bonds $ 1,875,000 $ $ 125,000 $ 1,750,000
2004 Building & Site Bonds 200,000 50,000 150,000
Tractor Installment Loan 11,631 5734 5897
Capita Computer Lesse 41,350 9,179 32,171
$ 2,086,631 $ 41,350 $ 189,913 $ 1,938,068

Interest rates, maturity dates, and current portions for the above obligations are as follows:

Maturity Current

Interest Rate(s) Date Portion
1998 Refunding Bonds 4.15 - 4.875% 11/01/2020 $ 125000
2004 Building & Site Bonds 2.20% 05/01/2009 50,000
Tractor Installment Purchase 2.84% 11/20/ 2006 5,897
Capital Computer Lease 01/01/2010 7,408
$ 188,305

-14-



NOTE 8:

NOTE 9:

NOTE 10:

NOTE 11:

NORTH ADAMS-JEROME PUBLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2006

LONG-TERM DEBT (CONCLUD ED)

Annua debt service requirements to maturity for the above obligations are as follows:

Year Ending June 30 Princi Interest

2007 $ 188,305 $ 86,269
2008 182,817 79,282
2009 183,246 72,377
2010 133,700 65,448
2011 125,000 60,010
2012 — 2016 625,000 212,000
2017 — 2020 500,000 60.938

$1.938068 $636.324

COMPENSATED ABSENCES

Vested or accumulated Personal days that are expected to be liquidated with expendable availabl e financia
resources is reported as an expenditure and a fund liability of the governmental fund that will pay it. The
entire compensated absence liability is reported on the government -wide financial statements.

Persona days are earned by al employee s at the rate of 12 days per year, and a maximum of 130 days can be
accumulated.  After 15 years of employment with the School Didtrict , upon termination of employment, 100%
of accrued persona days will be paid at the rate of $10 per day.

PROPERTY TAXES

The School District levies its property taxes on December 1% on the taxable valuation of property located in
the School District as of the preceding December 31%. Various municipalities collect the property taxes and
remit them to the School Didtrict through February. The County purchases the delinquent real property taxes
of the School Digtrict . The delinquent persona property taxes continue to be collected by the municipalities
and recorded as revenue as they are collected . The total levy for 2005 wes 18.000 mills on non-homestead
valuation for operational purposes and 3.3366 mills on total valuation for debt retirement.  The 2005 non-
homestead taxable vauation of the School Digtrict totaled approximately $18,000,000.

DEFINED BENEFIT PENSION PLAN

The School District participates in the Michigan Public School Employees' Retirement System (MPSERS), a
statewide, cost-sharing, multiple -employer defined benefit public employee retirement system governed by
the State of Michigan that covers substantialy all employees of the School District. The MPSERS provides
retirement, survivor, and disability benefits to plan members and their beneficiaries. The MPSERS issues a
publicly available financial report that includes financial statements and require d supplementary information

for the MPSERS. That report may be obtained by writing to the MPSERS at 7150 Harris Drive, PO Box
30673, Lansing, M| 48909 -8103.
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NOTE 11:

NOTE 12:

NOTE 13:

NORTH ADAMS-JEROME PUBLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2006

DEF NED BENEFIT PENSION PLAN (CONCLUD ED)

Funding Poli

Employer contributions to the MPSERS result from the implementing effects of the School Finance Reform
Act. Under these procedures, each school district is required to contribute the full actuarial funding
contribution amount to fund pension benefits, plus an additional amount to fund retiree health care benefit
amounts on a cash disbursement basis. The pension benefit rate totals 14.87 percent for the period
Jduly 1, 2005 through September 30, 2005, and 16.34 percent for the remainder of the year. The School
Didrict ’s payroll for the year ended June 30, 2006, for employees covered by MPSERS, was approximately

$2,504,000 . Basic plan members make no contributions, but contribute to a member investment plan (MIP) at
rates ranging from 3 percent to 4.3 percent of gross wages. The School District’s contributions to the
MPSERS pension plan for the year ended June 30, 2006 was gpproximatdy  $385,000 .

Pog -employment benefits

Under the MPSERS Act, all retirees participating in the MPSERS pension plan have the option of continuing
health, dental, and vision coverage. Retirees having these coverages contribute an amount equivalent to the
monthly cost for Part B Medicare and 10 percent of the monthly premium amount for the health, dental, and
vison coverages. Required contributions for post-employment health care benefits are included as part of the
School Didtrict’s total contribution to the MPSERS pension plan discussed above.

RISK MANAGEMENT

The School District is exposed to various risks of loss related to property loss, torts, errors and omissions,
employee injuries (workers compensation), as well as medica benefits to employees.  The School Didtrict
has purchased commercial insurance for medical benefits and participates in the MASB-SEG
Property/Casualty risk pool for claims relating to property loss, torts, errors and omissions, and employee
injuries.  There has been no significant reduction in coverage , and settled claims have not exceeded the
amount of insurance coverage in any of the past three fiscal years.

The MASB -SEG Property/Casuaty Pool, Inc. is a public entity risk pool (self -insurance pool) which provides
for reinsurance by various insurance companies at various levels, depending on coverage. Should the pool
experience signif icant losses in the aggregate; the School District may be required to pay additional monies to
the pool. At present, the MASB/SET/SEG has not required additional funds, but rather has issued refunds
based on experience gains over experience losses over the last few years.

UNEMPLOYMENT TAXES

The School District is a reimbursing employer to the Michigan Unemployment Agency and, as such, is
responsible to pay the Agency for those benefits paid and charged to its account. As of June 30, appropri ae
liabilities have been recorded for al claims paid by the Agency. However, no provision has been made for
future payments that might result from claims in process or not filed.
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NOTE 14:

NOTE 15:

NORTH ADAMS-JEROM E PUBLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS (CONCLUDED)

JUNE 30, 2006

COMMITMENTS AND CONTINGENCIES

Grant Programs

The School Didtrict participates in numerous State and Federal grant programs, which are governed by
various rules and regulations of the grantor agencies. Costs charged to the respective grant programs
are subject to audit and adjustments by the grantor agencies; therefore, to the extent that the School
District has not complied with the rules and regulations governing the grants, refunds of any money
received may be required and the collecti bility of any related receivable at June 30, 2005 may be
impared. In the opinion of the School District, there are no significant contingent liabilities relating to
compliance with the rules and regulations governing the respective grants.

SUBSEQUENT EVENT

After the year ended June 30, 2006, the following subsequent event occurred:

In August 2006, the School District received funds from the Michigan Municipal Bond Authority
short -term cash flow borrowi ng program.  The loan totaled $525,000, with an interest rate of 3.68%,

and future anticipated State Aid and other local funds are expected to be sufficient to cover this
commitment.
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NORTH ADAMS-JEROME PUBLIC SCHOOLS

REQUIRED SUPPLEMENTAL INFORMATION

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

REVENUES
Loca sources
State sources
Federd sources

TOTAL REVENUES

EXPENDITURES
Ingtruction:
Basic programs
Added needs

Support Services:
Pupil services
Ingtructional  staff
Generd adminigtration
School adminigtration
Business services
Operations and maintenance
Trangportation
Capitd outlay
Other support services

TOTAL EXPENDITURES

REVENUES OVER EXPENDITURES
OTHER FINANCING SOURCES (USES)
Operating transfers out
Payments on capitd lease
Capitd lease proceeds

TOTAL OTHER FINANCING
SOURCES AND (USES)

NET CHANGE IN FUND BALANCES
FUND BALANCES - BEGINNING

FUND BALANCES - ENDING

YEAR ENDED JUNE 30, 2006

FINAL
ORIGINAL AMENDED FINAL TO
BUDGET BUDGET ACTUAL ACTUAL
$ 354692 $ 379305 $ 373518 $ (5787
3,584,428 3,584,782 3573,706 (11,076)
105,700 103,012 102,150 (862)
$ 4,044,820 $ 4,067,099 $ 4049374 $ (17,725
$ 2153734 $ 2150841 $ 2205068 $ (54227
505,695 551,646 536,978 14,668
111,218 111,601 109,140 2461
98,590 101,615 106,736 (5,121)
153,405 163,797 162,437 1,360
280,763 301,326 299,793 1,533
52,904 50,492 50,492
325563 319,169 321,120 (1,951)
215,622 250,692 235,697 14,995
225 (225)
$ 3906494 $ 4,001,179 $ 4,027,686 $  (26507)
$ 1383% $ 65920 $ 21688 $ (4423
$ (128977 $  (128977) $ (147,157 $ 18180
(9,180) 9,180
41,350 (41,350)
$  (128977) $ (128977 $ (114987 $ 13,990
$ 9,349 $  (63057) $ (93299 $ (30242
257,983 257,983 257,983 257,983
$ 2673 $ 194926 $ 164,684 $ 22774
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NORTH ADAMS-JEROME PUBLIC SCHOOLS

COMBINING BALANCE SHEETS -
NONMAJOR GOVERNMENTAL FUNDS

JUNE 30, 2006
2004 Totd
Dett 2003 2005 Food Nonmgjor
Savice Capoita Caoita Savice Athletics Governmenta
Fund Projects Projects Fund Fund Funds
ASSETS
Cash $ 7726 21,322 5701 34,749
Due from agency funds 1,931 1,931
Due from other governmenta units 2,288 2,288
Inventory 1,764 1,764
TOTAL ASSETS $ 7,726 21,322 9,753 1,931 40,732
LIABILITIES
Due to other funds $ 4576 5,000 1,931 11,507
FUND BALANCES
Reserved for inventory $ 1,766 1,766
Unreserved, undesignated 3,150 21,322 2,987 27,459
Totd Fund Bdances $ 3150 21,322 4,753 29,225
TOTAL LIABILITIES AND
FUND BALANCES $ 7,726 21,322 9,753 1,931 40,732
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NORTH ADAMS-JEROME PUBLIC SCHOOLS
COMBINING STATEMENTS OF REVENUE, EXPENDITURES
AND CHANGES IN FUND BALANCES -
NONMAJOR GOVERNMENTAL FUNDS

YEAR ENDED JUNE 30, 2006

2004 Totd
Debt 2003 2005 Food Nonmgjor
Sarvice Cepitd Cepitd Service Athletics Governmental
Fund Projects Projects Fund Fund Funds
REVENUE
Food sarvice sales $ $ $ $ 85,643 $ $ 85,643
Athletic sdes 44,743 44,743
State sources 16,029 16,029
Federa sources 86,651 86,651
Property taxes 57,343 57,343
Other 147 6 153
TOTAL REVENUE $ 57490 $ 6 $ $ 188323 $ 44,743 $ 290,562
EXPENDITURES
Food sarvice $ $ $ $ 197,348 $ $ 197,348
Athletics 179,215 179,215
Capita outlay 4,667 43,896 3,500 52,063
Debt principa 50,000 50,000
Debt interest and other 4,450 4,450
TOTAL EXPENDITURES $ 54450 $ 4,667 $  438%6 $ 200,848 $ 179,215 $ 483,076
REVENUES OVER (UNDER)
EXPENDITURES $ 3,040 $ (4,661) $  (43,89) $ (12,525) $ (134472 $ (192,514)
OTHER FINANCING SOURCES (USES)
Trandfers in $ 110 $ $ 5218 $ 12575 $ 134,472 $ 152,375
Transfers out (5,218 (5218
Accrued interest on bonds
Bond premium
TOTAL OTHER FINANCING
SOURCES (USES) $ 110 $ (5,218) $ 5,218 $ 12,575 $ 134,472 $ 147,157
NET CHANGE IN FUND BALANCES $ 3150 $ (9,879 $ (38679 $ 50 $ $ (45,357)
FUND BALANCES - BEGINNING 9,879 60,000 4,703 74,582
FUND BALANCES -ENDING $ 3,150 $ $ 21,322 $ 4,753 $ $ 29,225
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

The Board of Education
North Adams-Jerome Public Schools
North Adams, Michigan

We have audited the financia statements of the governmental activities, each major fund, and the
aggregate remaining fund information of North Adams-Jerome Public Schools as of and for the year
ended June 30, 2006, which collectively comprise North Adams-Jerome Public Schools' basic
financid statements, and have issued our report thereon dated August 18, 2006. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Sandards , issued by
the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered North Adams-Jerome Public Schools' internal
control over financia reporting in order to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide assurance on the internal
control over financial reporting.  Our consideration of the internal control over financial reporting
would not necessarily disclose all matters in the internal control over financia reporting that might be
material weeknesses.

A material weakness is a reportable condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatement sin
amounts that would be material in relation to the financial statements being audited may occur and
not be detected within a timely period by employees in the normal course of performing their
assigned functions.  We noted no matters involving the internal control over financial reporting and
its operation that we consider to be material weaknesses. However, we noted matters involving
internal controls over financial reporting that we have reported to the management of North Adams-
Jerome Public Schools, in a separate |etter dated August 18, 2006.



Compliance and Other Matters

As part of obtaining reasonable assurance about whether North Adams-Jerome Public Schools'
financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grants, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However, providing
an opinion on compliance with those provisions was not an objective of our audit and, accordingly,
we do not express such an opinion.  The results of our tests disclosed no instances of noncompliance
or other matters that are required to be reported under Government Auditing Sandards.

We noted certain matters that we reported to management of North Adams-Jerome Public Schools, in
a separate letter dated August 18, 2006.

This report is solely intended for the information and use of the School Board of Education,

management of the School District, and state awarding agencies. However, this report is a matter of
public record and its distribution is not limited.

Cetified Public Account ants

Hillsdale, Michigan
August 18, 2006



MANAGEME NT LETTER

Board of Education
North Adams-Jerome Public Schools
North Adams, Michigan

We have recently completed our audit of the records of North Adams-Jerome Public Schools as of
and for the year ended June 30, 2006. In connection with the audit, we became aware of matters
that are opportunities for strengthening management’s control and operating efficiency. These
suggestions are a result of our evaluation of the internal control structure and our discussions with

management.
PAYMENTS TO EMPLOYEES

COMMENT

During the CY, payments for additional work were made to the Business Manager. These
payments were recorded through the accounts payable system rather than the payroll
sysem.

RECOMMENDATION
Werecommend that all payments made to employees for work performed are recorded
through the payroll system.

STUDENT ACTIVITY INTERNAL CONTROL

COMMENT

The Business Manager is responsible for collecting, maintaining, and reconciling student
activity monies.  When student activity monies are collected, the Business Manager
records the receipt and attaches it to the documentation provided; however, the depositor
is not receiving a receipt.

RECOMMENDATION

Someone other than the Business Manager should be collecting the monies and issuing
the depositor areceipt. The person collecting the money as well as the depositor should
approve the receipt by initialing it. The Business Manager should then compile the ledger
from the receipt book and reconcile it with the deposits.



BUDGET DOCUMENTATION INMINUTES

COMMENT

The annual budget is presented to the board as a resolution.  The board approves the
budget by passage of the resolution; however, the amounts of the budget are not reflected

in the motion or the board minutes. As a result, there is no assurance that the resolution

attached to the board minutes is indeed the resolution which was passed by the board.

RECOMMENDATION
We recommend the board approve the School Digtrict budget using the total revenues and
total expenses in the approva so the motion and board minutes reflect these amounts.

REPORTING OF ASSETS IN THE DISTRICT'S FINANCIAL STATEMENTS
COMMENT_
Currently, the Albert Robert & Candy Jo Goodwin Scholarship accounts are not reported
as asts in the Digtrict’s financia statements.
RECOMMENDATION

We recommend the District include all assets in their accounting records and financial
Saements.

Caertified Public Accountants

Hillsdele, Michigan
August 18, 2006
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COMMUNICATION TO AUDIT COMMITTEE

To the Board of Education
North Adams-Jerome Public Schools
North Adams, Michigan

We have audited the financial statements of North Adams-Jerome Public Schools for the year
ended June 30, 2006 and have issued our report thereon dated August 18, 2006. Professond
standards require that we provide you with the following information related to our audit.

Our Responsbility under U.S. Generally Accepted Auditing Standards
As stated in our engagement letter dated May 10, 2006, our responsibility, as described by

professional standards, is to plan and perform our audit to obtain reasonable, but not absolute,
assurance about whether the financia statements are free of materia misstatement. Because an
audit is designed to provide reasonable, but not absolute assurance and because we did not perform
a detailed examination of al transactions, there is a risk that material misstatements may exist and
not be detected by us.

As part of our audit, we considered the internal control of the North Adams-Jerome Public
Schools  Such considerations were solely for the purpose of determining our audit procedures and
not to provide any assurance concerning such internal control.

Sanificant Accounting Policies
Manage ment has the responsibility for selection and use of appropriate accounting policies. In

accordance with the terms of our engagement letter, we will advise management about the
appropriateness of accounting policies and their application. The significant accounting policies
used by North Adams-Jerome Public Schools are described in Note 1 to the financial statements.

We noted no transactions entered into by North Adams-Jerome Public Schools during the year that
were both significant and unusual, and of which, under professiona standards, we are required to
inform you, or transactions for which there is a lack of authoritative guidance or consensus.

Accounting Egtimates
Accounting estimates are an integral part of the financia statements prepared by management and

are based on management’s knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because of
the significance to the financial statements and because of the possibility that future events
afecting them may differ significantly from those expected. The most sensitive estimate affecting
the financial statements was Management's estimate of the liability of the payout for employee
compensated absences upon their retirement  based on expected payout; the balance reported as
$12478. We evaluated the key factors and assumptions used to develop the balance of
compensated absences in determining that it is reasonable in relation to the financial statements
taken asawhole.



Audit Adjusgments
For purposes of this letter, professional standards define an audit adjustment as a proposed

correction of the financial statements that, in our judgment, may not have been detected except
through our auditing procedures.  An audit adjustment may or may not indicate matters that could
have a significant effect on the North Adams-Jerome Public School S financia reporting process
(that is, cause future financial statements to be materially misstated). During the course of the
audit, five journal entries were made to the North Adams-Jerome Public School s financid

statements. In our judgment, the above referenced entries did not have a significant effect on the
North Adams-Jerome Public School s' financid reporting process.

Disagreements with Management
For purposes of this letter, professional standards define a disagreement with management as a

meatter, whether or not resolved to our satisfaction, concerning a financia accounting, reporting, or
auditing matter that could be significant to the financia statements or the auditor’'s report. We are
pleased to report that no such disagreements arose during the course of our audit.

Consaultations with Other Independent Accountants
In some cases, management may decide to consult with other accountants about auditing and

accounting matters, similar to obtaining a “second opinion” on certain situations.  If a consultation
involves application of an accounting principle to the North Adams-Jerome Public School s
financia statements or a determination of the type of auditor’s opinion that may be expressed on
those statements, our professional standards require the consulting accountant to check with us to
determine that the consultant has all the relevant facts. To our knowl edge, there were no such
conaultations with other accountants.

Issues Discussed Prior to Retention of Independent Auditors
We generally discuss a variety of matters, including the application of accounting principles and

auditing standards, with manageme nt each year prior to retention as the North Adams-Jerome
Public Schools’ auditors  However, these discussions occurred in the normal course of our
professional relationship and our responses were not a condition to our retention.

Difficulties Encountere d in Performing the Audit
We encountered no significant difficulties in dedling with management in performing our audit.

This information is intended solely for the use of the Board of Education and management. It is
not intended to be and should not be used by anyone other than these specified parties.

Caeartified Public Accountants

Hillsdale, Michigan
August 18, 2006
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